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Year ended January 31 
(Dollars in thousands) 


1992 
1993 
1994 
1995 
1996 


1992 
1993 
1994 
1995 
1996 


Net SALES 


Year ended January 31 
(Dollars in thousands except per share amounts) 


Net Sales 

Income before taxes on income 

Net income 

Net income per share (a) 

Net income per share as adjusted (b) 


FINANCIAL POSITION 
Assets 

Working capital 

Property and equipment 
Shareholders’ equity 

Return on average assets (%) 
Return on average equity (%) 


OTHER DATA 
Weighted average common shares outstanding (000) (a) 
Weighted average common shares outstanding (000) (b) 
Company owned stores 
Cash dividends per common share: 

As declared 

As adjusted (c) 




















$754,426 


$920,698 





1996 


$1,764,188 
$ 141,546 
$ 87,818 
$ 86 1.25 
$ =. 1.00 


$ 679,996 
$ 262,529 
$ 158,587 
$ 420,011 
14.4 
23.6 


70,231 
87,789 
2,416 


$0.20 
$0.16 


$1, 


$48,557 





132,995 





$73,634 


$1,448 609 


1995 


$1,448,609 
$ 118,288 
$ 73,634 
$ 1.07 
$ 0.85 


$ 540,868 
$ 201,190 
$ 125,252 
$ 323,756 
15.7 
26.1 


69,009 
86,261 
2,059 


$0.20 
$0.12 


$1,764,188 





$87,818 


% Change 


21.8 
19.7 
19.3 
16.8 
17.6 


L027 
30.9 
26.6 
29.7 
(8.3) 
(9.6) 


1.8 
1.8 
17.3 


33.3 


(a) Based on common and common equivalent shares, before adjustment for April 26, 1996, five-for-four common 


stock split. 


(b) Based on common and common equivalent shares, as adjusted to give retroactive effect to the April 26, 1996, 


five-for-four common stock split. 


(c) As adjusted to give retroactive effect to the April 26, 1996, five-for-four common stock split. 


Unless otherwise indicated, references to years 1991 - 1995 on pages one through seven of this 
Annual Report represent fiscal years ending January 31, 1992 - January 31, 1996, respectively. 





To our shareholders 







This year’s annual report is an “inside job” — completely designed, written and produced by 
members of the Dollar General team. We all agreed that now is a time for us to give you a 
better look at our past, present and future. Since our strategy is really your strategy, we want you 
to have our sense of it and to share our excitement. We’ve coined a clever phrase that really 
says it best: “the history of our future.” 


First, consider last year’s numbers. They reflect some history we feel good about having 
made — record earnings of $87,818,000 on record sales of $1,764,188,000. But we don't 
feel good about reporting a break in four straight years of double-digit same-store sales 
growth, which increased only 5.1%. Although one of the better accomplishments in 
retailing last year, it was not up to Dollar General standards! 


Our purpose is to have you understand that we made the strategic choice of penalizing last year in order to position 
an even greater future for Dollar General. We refer to that on Page 5 as “taking a short-term hit for a long-term gain.” 


Last year’s annual report first mentioned the new concept that prompts all this strategic stuff! Our comment was 
that we no longer regarded ourselves to be a retailer. Instead, we now regard ourselves to be a “customer-driven 
distributor of the basics.” That powerful, new mindset drives all capital investments and operational enhancements. 
In fact, it is the driving force behind our willingness to take a short-term hit for a long-term gain. 


Our further refinement of this new concept is presented on Page 7 in our discussion of what we mean by “the 
basics.” A significant, additional word now makes the phrase more descriptive of Dollar General: a customer- 
driven distributor of consumable basics. 


If 1995 were the final chapter in our journal, our investments would have been foolish, but not so! Last year we 
began a new chapter in a new journal, and we are honored to present it here as “the history of our future!” 


Significantly inculcated into this strategic agenda is our deep and driving concern for our people: 

¢ Our customers — the “salt of the earth,” economically savvy folks. Our mission is simply to give them a better life. 
¢ Our shareholders — our mission is to give them a superior return on their investment. 

¢ Our employees — the finest you will find. Our mission is to be their partner in total development. 


Our vision is that we can build a unique distribution network, one of “user-friendly” neighborhood stores, which 
most efficiently supply the consumable basics to low and fixed-income customers. While we do not yet have the full 
strategic prescription, we have begun writing our journal in a significant way. The history of our future is 
permeated with the best interests of our shareholders. 







For your enthusiastic support we give you our heartfelt thanks. 


Sincerely, 


Cat fhtAKLAAS oe 
éf 


Cal Turner, fr. 
Chairman, President & CEO 
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to distributor 





D ollar General’s history lessons are built around our customers. 


For more than 50 years, we have tried to position a dynamic 
redefinition of our business responsive to the ever-changing 


needs of our customers. 


Our Company was founded as a wholesaler in 1939, 
supplying merchandise to the retailers of rural Kentucky 
and Tennessee who survived the Great Depression. 


After the war, we realized we could sell more merchandise 
by being directly in touch with our customers. In 1945, 
therefore, we became a retailer. In 1955, we became a price 
point retailer by opening the first Doilar General Store in 
Springfield, Kentucky. With “nothing over a dollar,” the 
store was so popular that the dollar store industry soon 
emerged. (Funny how the competition “catches on” to a 
good thing!) 


Yet, success blinded us, and we ignored the 
genius of our original simplicity. Like other 
retailers, we started having off-price 
promotions and mailing circulars. We forgot 
the everyday low price genius of our original 
slogan, “every day is dollar day!” 


In the late ’80s and early ‘90s, however, we 
began to re-examine what made Dollar 
General “the town’s most unusual store.” We 
discovered that we should not pursue the 
conventional retail dynamics of buying and 
selling. Rather, we should strive to be in-stock on items 
customers wanted to buy at true everyday low prices. 
Customers should become the actual buyers and we the 
distributor. Emerging for our Company was an agenda 
very different from conventional retailing: 


e Instead of managing for desired markup percentages, we 
began managing for more gross margin dollars. 


e We became more customer-driven than buyer-driven, 
allowing our customers to pull the merchandise through 


EVERY DAY 





the system rather than our pushing opportunistic buys 
upon them. We began filling a need, not merely 
supplying a potential demand. 


« We implemented planograms which helped us to order 
right, display right and stay in-stock. 


¢ We eliminated off-price promotions and committed 
ourselves to everyday low prices our customers could 
count on 365 days a year. 


e We reduced advertising, as well as other costs, AND we 
kept lowering our everyday prices. Not only did that 
increase our sales (funny how that works — lower prices 
equal higher sales!), but it also made the distribution of 

merchandise a priority. (More sales dollars on 

lower priced merchandise equals the movement of 

greater bulk and PRESTO, you are now a 

distributor!) 


« Layered on top of this business evolution was the 
commitment in 1988 to develop a professional 
management team. We recruited management 
based on values and mission. We also continued 
the fight against corporate politics and “staff 

m infection.” We developed incentive programs 
mae Which include every single company employee. 


The results of this work, as measured from January 
31, 1991, through January 31, 1995, were four straight years 
of record sales, record earnings, double-digit same store 
sales increases, an 886% increase in cumulative shareholder 
return and top bonus payouts to our employees. 


That kind of performance could have been repeated in 1995, 
but “the history of our future” would have been seriously 
compromised. Defining our business opportunity as a 
customer-driven distributor of basics in 1994 meant having 
to interrupt in 1995 a performance trend envied by most 
retailers! 
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for a long-term gain 


Aitthough we are proud of our solid growth from 1991 to 1994, we 


have studied the history lesson of that period and 
concluded that we could have done better! In 1994, we had 
defined ourselves as a distributor and, ironically, 
distribution was our greatest functional gap. Perhaps we 
should explain that. 


We had been aggressively lowering our prices and 
increasing sales from both existing stores and from the 
larger number of new stores being opened. Clearly, we 
were processing more merchandise for each sales dollar, 
and there were also more sales dollars out 

there for the “retailer” undertaking such 
a strategy. 


Far behind in meeting our 
strategy’s demands upon 
distribution, we certainly 
needed to do something fast, 
and the efficient, short-term 
response would have been 
adding another distribution 
center identical to our other 
two. Frankly, that was a 
tempting option! 


Distribution had already helped us to 

lower our overhead to sales ratio, a critical long-term 
objective for us. Yet it could do even more of that in the 
future if we implemented the newer, better client server 
technology in our third major distribution investment in 
Ardmore, Oklahoma. Knowing that such a move would 
not fill the short-term distribution gap as quickly as we 
needed, we questioned ourselves greatly about the 
advisability of investing in the new technology at that time. 


Pioneering new technology is likely to disrupt short-term 
results. Yet the momentum of our success and the 





wonderful partnering culture throughout management 
gave us the courage of pioneers. 


The extent of the short-term hit had been an unknown. 
Now that the results are in, we acknowledge the obvious: 
we took a greater hit than expected. Our out-of-stocks 
grew significantly, our inventory grew by 37%, our sales 
trend and stock price declined and employee bonus goals 
were not met. 


Our “glitch” in 1995, however, was not 

a “gotcha.” In fact, much was 

accomplished to position a superior 
long-term return on shareholders’ 
investment. This “customer-driven 
distributor of the basics” then had a 
new distribution center which was 
capable of shipping 48% more cartons 
than its other facilities. 


On March 28, 1996, we announced 

that we are taking our Ardmore, 

Oklahoma distribution lessons to 
South Boston, Virginia where we will 
open our fourth distribution center in 

the Spring of next year. Thanks to our 

distribution investment of 1995, South Boston will support 
our growth instead of inhibiting it! 


A significant future has therefore been written into the 
history of 1995. Distribution has been positioned to make 
greater strategic contribution, and just in time! Further, a 
redefinition of the basics was about to place even greater 
demands upon distribution in the future. The insertion of 
single word into the definition of our business had that 
powerful effect! 
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distributor of consumable basics —— 


Adding the word “consumable” to the new definition of Dollar General 


makes us feel great about our future! We are now more 
confident than ever that we can continue to increase the 
sales per square foot in our small, convenient and friendly 
neighborhood stores. 


Strange how a simple word like “basics” can mean 
something different to everyone. Yet we must all be 
“singing out of the same hymna!” in our strategic 
understanding of the meaning of basics for Dollar General. 
Again, Dollar General clarified its strategy in a memorable, 
yet, admittedly earthy way — we thought about a toilet 
seat! Perhaps some would call it a basic item, 
because it is certainly used every day. But it is 
seldom used up or replaced, and it is not an 
item that makes sense for our Company’s 
dedication to serving the daily 
“consumable” needs of our customers. 


With this newly clarified strategic 
mandate, we can now examine every 
department, every category and every 
square foot of our store in order to [Nes 
determine if the basics we are selling are es Bes 
used, and used up, by our customers se 
every day. We are no longer concerned 
with fitting our merchandise mix into the 
traditional retail categories of hardlines 
or softlines; rather, we will pursue the single 
category of consumable basics. 


Exciting results will occur in our stores as we consolidate 
some categories, expand others and introduce new products 
that are consumable basics. Our customers are going to 
love it! 


Our new initiatives are not confined to merchandising, 
however. New dynamics throughout our Company wil! 
make us more effective as a customer-driven distributor of 
the consumable basics in the future: 


¢ We will implement weekly deliveries for every Dollar 
General Store. Receiving less merchandise more often 
will result in more accurate store ordering, better in-stock 
levels and less payroll to do the biggest job — getting 
merchandise from the back door to the sales floor. 













¢ We will continue to make investments in technology and 
distribution. Long-term, we want every Dollar General 
Store to be within 250 miles of a distribution center (one- 
half a day’s drive). That translates into a new distribution 
facility every two or three years. 


In addition to our inventory, there is one other significant 
asset for us to manage — our people. The profit we seek 
here is not to our bottom line, but rather the holistic, human 
“profit” brought about by personal development. 


The training and development agendas are the principal 
responsibility of the CEO, but they are everyone’s business 
at Dollar General. Strategically critical to our success is the 
development of the unique talent of each individual. 

This is no longer a family business, but rather the 

business is a family, one which nurtures the 
entrepreneurial spirit and simplicity inherent in the 
small town values upon which our Company was 
founded. 


y~. Our mission helps us put heart into this 

a i quintessential people business of retailing. Our 
Z£ mission is a safeguard to the arrogance which 
often accompanies success — a reminder of the 
dynamic balancing act of serving our customers, oul 
employees and our shareholders. We look at the number 
for the assessment of how we are doing. When they look 
good, we pay just enough attention to keep us trying to dc 
better. 


We do not measure success by our performance next 
month, next quarter or even next year. We manage our 
business to create long-term benefits meaningful to our 
customers, our employees and our shareholders. Our 
mission is our prescription for change — which is 
dynamically responsive to the needs of these three 
constituencies. 


Future changes are difficult to predict. Most retailers try 
finesse their future by eliciting a response from customer: 
Dollar General focuses on understanding the response 
customers are trying to elicit from it. We have learned a 
great deal by doing that. It’s an on-going process of 
discovery that ensures the history of our future will be 
written well. 





1985 
1986 
1937 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 








$584,437 1985 
$564,782 1986 
$588,436 1987 
$612,985 1989 
$615,148 1990 
1991 
1992 
1993 
1994 
1995 
$1,764,188 1996 





NET SALES 


(Dollars in thousands except per share amounts and operating data) 


$17,829 








$87,818 








Jan. 31,1996 Jan. 31,1995 Jan.31,1994 Jan. 31, 1993 

SUMMARY OF OPERATIONS 
Net Sales $1,764,188 $1,448,609 $1,132,995 $ 920,698 
Gross Profit $ 503,619 $ 420,679 $ 325,998 $ 267,109 
Income before taxes on income $ 141,546 $ 118,288 $ 78,004 $ 58,222 
Net income $ 87,818 § 73,634 $ 48,557 $§ 35,574 
Net income as a % of sales 5.0 5.1 4.3 3.9 
PER SHARE RESULTS 
Net income (a) $ 1,25 $ 1.07 $ 0.72 $ 0.54 
Net income as adjusted (b) $ 1.00 $ 0.85 $ 0.58 § 0,43 
Cash dividends per common share: 

As declared $ 0.20 $ 0.20 $ 0.20 $ 0.20 

As adjusted (c) $ 0.16 $ 0.12 $ 0.09 $ 0.07 
Weighted average shares (000) (a) 70,231 69,009 67,281 66,306 
Weighted average shares (000) (b) 87,789 86,261 84,101 82,883 
FINANCIAL POSITION 
Assets $ 679,996 $ 540,868 $ 397,237 $316,394 
Long-term debt $ 3,278 $ 4,767 $ 57 LL $ 7,013 
Shareholders’ equity $ 420,011 $ 323,756 $ 240,717 $ 189,765 
Inventory turn 2.5 3.0 ool 20 
Return on average assets (%) 14.4 15.7 13.6 12.9 
Return on average equity (%) 23.6 26.1 22.6 20.9 
OPERATING DATA (at end of period) 
Company-owned stores 2,416 2,059 1,800 1,617 
Franchise stores 10 Lt 13 14. 
Year-end selling square feet (000) 15,302 12,726 10,724 9341 
Hardlines sales % 70 66 65 64 
Softlines sales % 30 34 35 36 





(a) Based on common and common equivalent shares, before adjustment for April 26, 1996, five-for-four common 


stock split. 


(b) Based on common and common equivalent shares, as adjusted to give retroactive effect to the April 26, 1996, 


five-for-four common stock split. 


(c) As adjusted to give retroactive effect to the April 26, 1996, five-for-four common stock split. 
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1985 
1986 
1987 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
$420,011 1996 


1985 
1986 
1987 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 





SHAREHOLDERS’ EQUITY 


Jan. 31,1992 Jan.31,1991 Jan.31,1990 Jan. 31,1989 Dec. 31,1987 Dec. 31,1986 Dec. 31, 1985 
$754,426 $653,151 $615,148 $612,985 $ 588,436 $564,782 $ 584,437 
$ 215,481 $ 187,388 $180,729 $174,152 $ 164,941 $155,366 $ 172,533 
$ 34,680 $ 23,087 $ 20,320 $ 16,164 $ 11,606 $ 7,629 $ 34,779 
S 21,502 $ 14,616 Oo. 127 $ 10,015 $ 6,502 $ 4,318 $ 17,829 

2.9 Lit 2.0 1.6 11 0.8 Suh 

$ 0.33 $ 0.24 $ 0.20 $ 0.17 $ 0.10 $ 0.07 $ 0.28 
» 27 $ 0.19 $ 0.16 $ 0.13 $ 0.08 $ 0.05 $ 0.23 
$ 0.20 $ 0.20 $ 0.20 S$ 0.20 $ 0.20 $ 0.20 $ 0.20 
$ 0.05 $ 0.05 $ 0.05 S 0.05 $ 9.05 $ ©6005 $ 0.04 
64,236 61 A65 61,291 61,290 63,167 63,086 63,081 
80,295 76,831 76,614 76,613 78,959 78,858 78,85) 
$237,346 $ 207,737 $193,790 $210,327 $224 855 $ 232,388 $ 227 566 
$ 8,314 $ 11,834 + 6,824 $ 7,651 $ 8,445 $ 17,782 $ 24314 
$ 150,986 $131,717 $120,640 $ 111,594 $ 109,455 $ 108,789 $107,955 
2,6 25 2.7 2.4 2.0 1.8 2.0 

a7 io 6.1 4.6 29 19 8.9 

132 11.6 10.7 91 6.0 4.0 177. 
1027 1 Aol 1,378 1,307 1,302 1,303 1,278 

14 15 16 18 27 36 43 

B22 8,085 7 682 7,A34 7 A63 7 AAY 7,302 

60 55 56 55 50 50 46 

40 45 44 45 50 50 54 








MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS 


This discussion and analysis contain both historical and forward-looking information. The forward-looking 
statements are made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. 
Actual results may differ materially from those projected in the forward-looking statements. Forward-looking 
statements may be significantly impacted by certain risks and uncertainties, including, but not limited to, those 
described in this Management's Discussion and Analysis of Financial Condition and Results of Operations. 


The following text contains references to years 1997, 1996, 1995 and 1994 which represent fiscal years ending or 
ended January 31, 1997, 1996, 1995 and 1994, respectively. 


GENERAL 

During 1996, Dollar General achieved record sales, record earnings, and record new store growth levels. In addition, 
the Company recorded the lowest net operating expense to net sales ratio ever achieved. The Company completed 
the installation of new technology in its Ardmore, Oklahoma distribution center, a major investment in the 
Company’s growth strategy. The Company’s commitment to provide consumable, basic merchandise at everyday 
low prices and to reduce its expense-to-sales ratio is evidenced by its decision to eliminate a solo direct-mail circular 
in 1996. For the eighth consecutive year, the Company increased its total store units ending the year with 2,416 
stores. The Company opened 397 new stores during 1996, the largest number of single-year new store openings in 
the Company’s history. Despite the start-up costs associated with opening these new stores and the initial 
inefficiencies of the Ardmore, Oklahoma distribution center, the Company increased earnings per share by more 
than 15% for the ninth consecutive year. 


The Company opened 397 new stores in 1996 compared with 302 in 1995 and 251 in 1994. The 1996 new stores, net 
of 40 closed stores, added 2,576,000 square feet to the Company’s total sales space, providing the Company with an 
aggregate of 15,302,000 selling square feet at the end of the year. In 1996, the average store measured 6,300 square 
feet compared with 6,200 in 1995 and 6,000 in 1994. The three states in which the greatest number of new stores 
were opened during 1996 were Texas (120), Oklahoma (29), and North Carolina (28). The approximate size of the 
average new store was 6,600 square feet, unchanged from 1995. In 1997, the Company expects to open 
approximately 350 new stores with Texas being the largest growth area. In 1996, the Company also remodeled or 
relocated 311 stores compared with 297 in 1995 and 277 in 1994. During the last three years, the Company has 
opened, remodeled, or relocated 1,835 stores, accounting for more than 75% of the total stores at year end. 


The Ardmore distribution center was expanded from approximately 500,000 to about 750,000 square feet during 1996 
enabling it to service up to 1,400 stores and allowing for future store expansion in the region. During 1997, the 
Company will begin construction of its fourth distribution facility to support its continued rapid store expansion 
program. This facility, to be constructed in South Boston, Virginia, will measure approximately 750,000 square feet, 
and will use the same technology implemented in the Ardmore distribution center. The construction of this new 
distribution facility will give the Company excess capacity during fiscal 1998 which should allow the Company to 
upgrade the technology in its Scottsville, Kentucky and Homerville, Georgia distribution centers. The Company will 
also begin upgrading its merchandising and financial systems through new technology and computer software 
solutions during 1997. Additionally, the Company is considering upgrading its point-of-sale systems to capture 
stock-keeping unit (SKU) information. 


Organizationally, the Company is actively pursuing the placement of two key executive officers. The Company has 
been in search of a Chief Financia] Officer (CFO) since the resignation of its former CFO in August 1995. The 


ie 10 


i 





Company intends to hire a President to focus on the day-to-day operations of the business thereby separating that 
function from the CEO and allowing the CEO to focus on strategic planning and employee development. 


For 1997, the Company has converted to a 52/53 week reporting calendar. The fiscal year-end will be the Friday 
closest to January 31 each year. Fiscal 1997 will end January 31,1997. This will give the Company more uniformity 
in its external and internal reporting. The Company will restate 1996 on this adjusted basis for comparative 
quarterly financial reporting during 1997. The only significant shift between quarterly results will be the allocation 
of advertising costs resulting from ad periods being split between quarters on the 52/53 week calendar. 


RESULTS OF OPERATIONS 

Operating results, relative to the Company’s performance over the past several years, were impaired primarily as a 
result of the inefficiencies associated with the start up of the Ardmore distribution center. During the first half of 
1996, the inefficient distribution of merchandise to stores led to below standard in-stock levels for basic merchandise 
and imbalances in inventory positions resulting in lost sales. Also, some seasonal merchandise for the Spring season 
was distributed to the stores too late for proper presentation, resulting in carryover inventories. In addition, the 
retailing environment in general was sluggish during the third and fourth quarters, contributing to increased 
inventories. These conditions collectively led to slower inventory turns (2.5 for 1996 as compared with 3.0 and 3.1 
for 1995 and 1994, respectively) which required more merchandise to be financed through short-term borrowings 
resulting in higher interest costs. 


The Company also experienced higher levels of merchandise shrinkage during 1996, which management believes is 
the result of higher inventory levels in the stores. Total company retail shrinkage was 3.41% of sales in 1996 
compared to 2.98% in 1995 and 3.06% in 1994. The Company will implement several new shrinkage control 
programs during 1997, as well as reduce inventory levels, all of which should improve shrinkage results. The 
Company will continue its program of interim physical inventories for stores that have had high shrinkage history 
or that have characteristics of high shrinkage stores. In addition, the Company will randomly select a representative 
sample from all other stores not covered in the above-mentioned program to be inventoried throughout 1997. 
Results from these store inventories should reveal to management any additional problem areas or trends that can 
be addressed immediately. The 1997 company bonus program has been modified to place greater emphasis on 
inventory shrinkage results. 


In 1997, the Company will accelerate store deliveries from a bi-weekly to a weekly schedule. Management believes 
that the weekly inventory distribution should increase in-stock levels and improve inventory turns. The Company 
does not anticipate a material increase in distribution costs because distribution trailers will carry merchandise to a 
greater number of stores in a single trip. Furthermore, the accelerated deliveries should reduce the financing cost of 
inventory. 


In 1996, gross margin declined to 28.55% of sales from 29.04% in 1995 and 28.77% in 1994. As mentioned above, 
higher store shrinkage primarily contributed to this decline. Because of these 1996 shrinkage results, the Company 
will reserve for shrinkage during the first three quarters of 1997 at a higher rate than it reserved in 1996. Customer 
demand has dictated an intensified focus on everyday low pricing and consumable, basic merchandise, which 
resulted in the Company’s sales mix shifting to hardline departments from softline departments during the year 
(70% hardlines/30% softlines in 1996 versus 66% hardlines/34% softlines in 1995). This led to lower margins on 
sales of current purchases which also deteriorated the total gross margin percentage. During 1997, the sales mix 
should continue to shift towards hardlines. Higher distribution costs associated with the start-up of the Ardmore 
distribution center will contribute to lower beginning inventory margins in 1997. Actual distribution costs during 











1997 should trend lower as a percent of sales resulting from efficiencies gained through the fully functional Ardmore 
facility. Faster inventory turns through weekly deliveries and more productive distribution facilities support the 
Company’s role as a customer-driven distributor of consumable basics. 


Net operating expense as a percent of sales continued to decline during 1996 as the Company eliminated its 
November circular. The Company’s only direct-mail ads in fiscal 1996 were in May, August and December 1995. 
The Company intends to eliminate its August back-to-school, solo direct-mail circular in 1997, Another 
improvement in net operating expense during 1996 was lower self-insurance expense primarily the result of 
improved claims prevention and management. Reductions in losses from more focused safety programs should 
continue to lower expenses as a percentage of sales during 1997. Also, there was a reduction in employee incentive- 
based compensation expense to reflect lower performance levels. The Company reduced its store labor to sales ratio 
during the last half of 1996 by better managing new store openings and quickly adjusting to below-plan sales levels. 
Higher depreciation resulting from the continued accelerated store growth rate partially offset these gains. 


The following table sets forth certain items in the consolidated statements of income expressed as a percentage of net 
sales for the periods indicated. 





1996 1995 1994 
Net sales 100.0% 100.0% 100.0% 
Gross profit 28.5 29.0 28.8 
selling, general and administrative expense 20.1 20.7 21.7 
Interest expense 0.4 0.2 0.2 
Income before taxes on income 8.0 8.1 6.9 
Provision for taxes on income 3.0 3.0 2.6 
Net income 5.0% 5.1% 4.3% 





Net Sales 

‘Net sales for 1996 totaled $1.76 billion, an increase of 21.8%, or $315.6 million more than the 1995 level of $1.45 
billion. The increase resulted from 357 net new stores operating during the year and a same-store sales increase of 
5.1%. The Company defines same stores as those stores that were opened before the beginning of the prior fiscal 
year and that have remained open throughout both the prior and current fiscal years. While the same-store sales 
increase in 1996 was substantial by industry comparisons, it was the first year during the past five years that the 
Company did not achieve double-digit growth. Management believes the decline in same-store sales growth 
resulted primarily from operating inefficiencies associated with the start-up of its new Ardmore distribution center 
during the first seven months of the year and an overall sluggish retailing environment, especially during the fourth 
quarter. 


The sales mix during 1996 shifted in favor of hardlines which comprised 70% of sales compared with 66% in 1995 
and 65% in 1994. As the Company focuses more on consumable, basic merchandise, the sales mix should continue 
to shift to hardlines. The Company retrofitted 580 store layouts during 1996 to balance the presentation of apparel 
and basic merchandise. The Company will continue retrofitting stores in 1997, 


Net sales for 1995 totaled $1.45 billion, an increase of 27.9%, or $315.6 million more than the 1994 level of $1.13 
billion. The increase resulted from 259 net new stores opened during the year and a same-store sales increase of 13.5%. 
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Gross Profit 

Gross profit for 1996 was $503.6 million, compared with $420.7 million in 1995 and $326.0 million in 1994. Gross 
profit as a percent of sales was 28.5% for 1996 and 29.0% for 1995. This 50 basis point decline was primarily a result 
of higher store inventory shrinkage, lower margins on sales of current purchases, and a lower LIFO reserve credit 
which more than offset higher margins on beginning inventories. Higher inventory levels during the last half of 
1996 contributed to the higher shrinkage. Lower margins on sales of current purchases resulted primarily from the 
shift in sales mix to hardlines along with continued price rollbacks. 





Gross profit as a percent of sales was 29.0% in 1995 and 28.8% in 1994. This 20 basis point increase was principally 
the result of lower markdowns, an increased LIFO reserve credit and higher markups on purchases which more than 
offset the effect of lower markups on beginning inventories and reduced purchase discounts. 


Selling, General, and Administrative Expense 

During 1996, the Company realized a company record low net operating expense to sales of 20.1%. Selling, general 
and administrative expense for 1996 was $354.7 million compared with $299.6 million or 20.7% of sales in 1995 and 
$245.8 million or 21.7% of sales in 1994. Total selling, general and administrative expense increased 18.4% primarily 
from opening and operating 357 net new stores. The lower operating expense ratio achieved in 1996 resulted from, 
(i) a reduction in employee incentive-based compensation expense reflecting lower performance levels, (ii) lower 
advertising costs through the elimination of the November solo direct-mail circular, and (iii) lower self-insurance 
expense primarily the result of improved claims prevention and management. These improvements were partially 
offset by higher depreciation related to accelerated new store openings and higher rent expense as a percent of sales 
resulting from lower than anticipated sales volumes. 


Selling, general and administrative expense for 1995 increased 21.9% principally as a result of opening 259 net new 
stores. Self-insurance expense, supplies, advertising costs, health insurance, and utility expense in 1995 all declined 
as a percent of sales as a result of cost controls and significant sales increases. These decreases more than offset 
increases in depreciation and incentive compensation. 


Interest Expense 

In 1996, interest expense increased 164.3% to $7.4 million from $2.8 million in 1995. Interest expense was $2.2 
million in 1994, This significant increase was primarily the result of higher average short-term borrowings 
throughout the year caused by slower inventory turns, which required more merchandise to be financed through 
short-term borrowings rather than through accounts payable. Daily average total debt outstanding equaled $104.3 
million during 1996 compared with $57.6 million in 1995 and $41.4 million in 1994. Interest expense increased 27.7% 
in 1995 as a result of higher interest rates and higher average short-term borrowings. 


Provision for Taxes on Income 

The effective income tax rates for 1996, 1995 and 1994 were 38.0%, 37.8% and 37.8% respectively. The increase in the 
1996 rate resulted primarily from the expiration of the Targeted Jobs Tax Credit program during the year. The 
Company expects its tax rate to remain at 38.0% for 1997. 


Return on Equity and Assets 

The ratio of net earnings to average shareholders’ equity was 23.6% in 1996 compared with 26.1% in 1995 and 22.6% 
in 1994, Return on average assets was 14.4% in 1996 compared with 15.7% in 1995 and 13.6% in 1994. Both of these 
ratios declined during 1996 as compared with 1995 as a result of lower percentage earnings increases. Return on 
average assets was also negatively impacted by the significant inventory increases in 1996. 
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LIQUIDITY AND CAPITAL RESOURCES 


Working Capital 

Working capital increased to $262,5 million in 1996 compared with $201.2 million in 1995, an increase of 30.5%. 
The year-end current ratio for 1996 and 1995 was 2.0. Increases in merchandise inventories and short-term 
borrowings offset decreases in cash and accounts payable. Inventory turns declined in 1996 primarily the result 
of distribution inefficiencies during the first half of the year and lower than anticipated sales volumes during the 
last half of the year. 


1996 1995 1994 
Cash and cash equivalents (000) $ 4344 $ 33,045 $ 35,365 
Working capital (000) $262,529 $201,190 $166,785 
Current ratio 2.0 2.0 2A 
Inventory turn at retail 2 3.0 3.1 


Cash Flows from Operating Activities 

Net cash used by operating activities was $17.8 million in 1996 compared with net cash provided by operations 
of $43.3 million in 1995. Cash used to purchase merchandise inventories increased by $132.3 million while 
accounts payable decreased $8.5 million, more than offsetting cash generated from net earnings including cash 
from depreciation and amortization. The higher level of inventory was the result of 357 net new store openings, 
and slower inventory turns as a result of distribution inefficiencies and lower than expected sales volumes in 
1996. Slower inventory turns also required the Company to finance more merchandise through short-term 
borrowings than accounts payable. 


Net cash provided by operations equaled $43.3 million in 1995 as compared with $36.2 million in 1994 
principally as a result of increased earnings. Inventories increased by $96.1 million as a result of opening 259 net 
new stores in 1995 and the initial stocking of the new Ardmore facility. Trade accounts payable increased as a 
result of greater inventory purchases. Accrued expenses increased due to larger reserves for self-insurance and 
incentive compensation. | 


Cash Flows from Investing Activities 

Capital expenditures in 1996 totaled $60.5 million compared with $65.8 million in 1995 and $35.0 million in 1994. 
The Company opened 397 new stores and relocated or remodeled 311 stores at a cost of $33.3 million in 1996 
compared with $25.9 million in 1995. Capital expenditures during 1994 for new, relocated and remodeled stores 
totaled $20.8 million. 


Distribution related capital expenditures totaled $16.8 million in 1996 resulting primarily from expansions to 
existing distribution facilities and the purchase of new trailers. In 1995, the Company spent $23.3 million to 
comiplete the initial phase of the Ardmore distribution center. 


Capital expenditures during 1997 are projected to be $75 to $85 million. Approximately $30 million will be spent 
for the construction of the South Boston, Virginia distribution center. An additional $27 million will be spent on 
new, relocated and remodeled stores. The remaining balance will be spent on new information technology 
systems and distribution and transportation needs. The Company expects that its capital expenditure 
requirements will be met through internally generated funds supplemented by short-term borrowings. Capttal 
expenditures in the last three years are summarized in the following table (amounts in thousands except number 
of stores): 


1 ___——_™"——s—a et 





1996 1995 1994 

New stores $26,290 $17,664 $12,478 
Number of stores 397 302 251 
Remodels/ relocations § 7,019 $ 8374 $ 8331 
Number of stores 311 297 27 / 
Distribution facilities and equipment $16,816 $28,448 $ 2,162 
Retail information systems $ 876 $ 1,916 $ 4,843 
Other $ 9,520 $ 9,375 § 7,156 
Total $60,521 $65,777 $34,970 





Cash Flows from Financing Activities 

Total debt Gncluding current maturities and short-term borrowings) was $77.0 million in 1996, $35.8 million in 1995, 
and $25.0 million in 1994. Long-term debt at January 31, 1996, was $3.3 million, a decrease of $1.5 million from 1995. 
The ratio of total debt (including current maturities and short-term borrowings) to equity increased to 18.3% in 1996 
from 11.1% in 1995 primarily resulting from slower turning merchandise inventories. Average daily use of short- 
term debt increased 93.2% to $99.6 million in 1996, primarily as a result of the 37.1% increase in merchandise 
inventories. 


Because of the significant impact of seasonal buying (e.g., Spring and Christmas purchases), the Company’s working 
capital requirements vary significantly during the year. These working capital requirements were financed by short- 
term borrowings under the Company’s $170 million revolving credit/term loan agreement and short-term bank 
lines of credit totaling $135 million at January 31, 1996. The Company’s maximum outstanding short-term debt in 
1996 was $227.4 million in October 1995. 


Seasonal working capital requirements will continue to be met through cash flow provided by operations and 
supplemented by the revolving credit/term loan facility and short-term bank lines of credit. The revolving 
credit/term loan agreement is effective until June 30, 1997, and, along with short-term bank lines of credit, should be 
sufficient to cover the Company’s maximum projected short-term borrowing needs during 1997. Short-term bank 
lines of credit will be up for renewal at various dates throughout 1997, and the Company expects substantially all of 
these agreements will be renewed. 


1996 1995 1994 
Total debt/ equity 18.3% 11.1% 10.4% 
Long-term debt/equity 0.8% 1.5% 24% 
Average daily use of debt: 
Short-term (000) $ 99,564 $ 51,528 $34,102 
Long-term (000) $ 4,718 $ 6,035 $ 7,335 
Total (000) $104,282 $ 57,563 $41,437 


Maximum outstanding short-term debt (000) $227,397 $116,712 $70,909 











EFFECTS OF INFLATION AND CHANGING PRICES 

The Company believes that inflation and/or deflation had a limited impact on its overall operations during 1996, 
1995 and 1994. In particular, the effect of deflation on cost of goods sold has been minimal as reflected by the small 
decline in LIFO reserves in 1996, 1995 and 1994, 


ACCOUNTING PRONOUNCEMENTS 

During October 1995, the Financial Accounting Standards Board issued Statement of Financial Accounting Standard 
(SFAS) No. 123, “Accounting for Stock-~-Based Compensation.” The Company will adopt this standard during 1997, 
electing the disclosure method of accounting. Additionally, the Company will adopt SFAS No. 121, “Accounting for 
the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of” during 1996. The adoption of 
this standard is not expected to materially affect 1997 earnings. 
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Keports 


REPORT OF MANAGEMENT 





The management of Dollar General Corporation is responsible for the preparation of the financial statements and 
other information contained in this Annual Report to Shareholders. The financial statements were prepared in 
accordance with generally accepted accounting principles and include amounts that are necessarily based upon 
management’s best estimates and judgments, as appropriate. The Company’s independent auditors, Coopers & 
Lybrand L.L.P., consider the Company’s internal control systems for the purpose of determining the nature, timing 
and extent of procedures necessary for expressing an independent opinion as to the fairness of the presentation of 
the financial statements. Their report is presented below. 


The Company maintains internal control systems, policies and procedures designed to provide reasonable assurance 
that assets are safeguarded, transactions are executed in accordance with management's authorization and properly 
recorded, and accounting records may be relied upon for the preparation of financial information, The internal 
control systems, including an internal audit function, contain self-monitoring mechanisms, and actions are taken to 
correct deficiencies as they are identified. Even an effective internal control system, no matter how well designed, 
has inherent limitations and, therefore, can provide only reasonable assurance with respect to financial statement 
preparation. 


The Board of Directors has an Audit Committee comprised entirely of outside directors. The Committee meets 
periodically and independently with management, internal auditors and Coopers & Lybrand L.L.P. to discuss and 
review the Company’s financial statements and internal control structure. In addition, the full Board regularly 
reviews management reports covering all aspects of the Company’s financial condition. Both the internal auditors 
and Coopers & Lybrand L.L.P. have unrestricted access to the Audit Committee. 


Cal Turner, Jr. Bob Carpenter 
Chairman, President and Chief Executive Officer Vice President and Chief Administrative Officer 


REPORT OF INDEPENDENT ACCOUNTANTS 


To the Shareholders and Board of Directors 
Doliar General Corporation, Nashville, Tennessee 


We have audited the accompanying consolidated balance sheets of Dollar General Corporation and Subsidiaries as 
of January 31, 1996 and 1995, and the related consolidated statements of income, shareholders’ equity, and cash 
flows for each of the three fiscal years in the period ended January 31, 1996. These financial statements are the 
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require that 
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 

We believe that our audits provide a reasonable basis for our opinion. 


In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated 
financial position of Dollar General Corporation and Subsidiaries as of January 31, 1996 and 1995, and the 
consolidated results of their operations and their cash flows for each of the three fiscal years in the period ended 
January 31, 1996 in conformity with generally accepted accounting principles. 


Coopers M Laybtantl L.L-4 


Louisville, Kentucky 
March 11, 1996, except as to the information presented in Note 11 for which the date is April 26, 1996 














CONSOLIDATED BALANCE SHEETS 


At January 31, 1996 and 1995 
(Dollars in thousands except per share amounts) 








1996 1995 
Assets 
Current assets: 
Cash and cash equivalents $ 4,344 $ 33,045 
Merchandise inventories 488,362 356,111 
Deferred income taxes 11,989 11,785 
Other current assets 11,548 9,212 
Total current assets 516,243 410,153 
Property and equipment, at cost: 
Land 240 266 
Buildings 35,050 33,693 
Furniture, fixtures and equipment 207,338 153,401 
242,628 187,360 
Less accumulated depreciation 84,04] 62,108 
Net property and equipment 158,587 125,292 
Other assets 5,166 5,463 
$679,996 $540,868 
Liabilities and Shareholders’ Equity 
Current liabilities: 
Current portion of long-term debt $ 1,536 $ 1,441 
Short-term borrowings 72,146 29,600 
Accounts payable 103,176 111,675 
Accrued expenses 62,099 61,037 
Income faxes 14,757 5,210 
Total current liabilities 253,714 208,963 
Long-term debt 3,278 4,767 
Deferred income taxes 2,993 3,382 
Commitments 
Shareholders’ equity: 
Preferred stock, stated value $.50 per share: 
Shares authorized: 5,000,000 
Issued: 1996-1,716,000; 1995-1,716,000 858 858 
Common Stock, par value $.50 per share: 
Shares authorized: 100,000,000 
Issued: 1996-85,524,000; 1995-67,942,000 42,762 33,971 
Additional paid-in capital 303,609 283,323 
Retained earnings 273,309 207,436 
620,538 525,588 
Less treasury stock, at cost: 
Shares: 1996-13,404,000; 1995-11,472,000 200,527 201,832 
Total shareholders’ equity 420,011 323,756 
$679,996 $540,868 





The accompanying notes are an integral part of the consolidated financial statements. 
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Income statements 


CONSOLIDATED STATEMENTS OF INCOME 


For the years ended January 31, 1996, 1995 and 1994 
(Dollars in thousands except per share amounts) 











1996 1995 1994 
% of Net % of Net % of Net 
Amount Sales Amount Sales Amount Sales 
Net sales $1,764,188 100.0% $1,448,609 100.0% $1,132,995 100.0% 
Cost of goods sold 1,260,569 71.5 1,027,930 71.0 806,997 Tie 
Gross profit 503,619 28.5 420,679 29.0 325,998 28.8 
Selling, general and 
administrative 354,712 20.1 299,592 20:7 245,802 2A 
Operating profit 148,907 8.4 121,087 8.3 80,196 fk 
Interest expense 7,361 0.4 2,799 0.2 2,192 0.2 
Income before taxes 
on income 141,546 8.0 118,288 8.1 78,004 6.9 
Provision for taxes 
on income 53,728 3.0 44,654 3.0 29, 447 2.6 
Net income $ 87,818 5.0% $ 73,634 5.1% € 48,557 4.3% 
Net income per common and 
common equivalent share $ 1.25 NS 1.07 ¢ 0.72 
Weighted average number 
of common and common 
equivalent shares 
outstanding (000) 70,231 69,009 67,281 
As adjusted to give 
retroactive effect to 
the five-for-four 
common stock split 
distributed April 26, 1996: 
Net income per common and 
common equivalent share $ 1.00 $ 0.85 $ 0.58 
Weighted average number 
of common and common 
equivalent shares 
outstanding (000) 87,789 86,261 84,101 








—— 


The accompanying notes are an integral part of the consolidated financial statements. 








CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY 


For the years ended January 31, 1996, 1995 and 1994 
(Dollars in thousands except per share amounts) 


Preferred Common 
Stock Stock 
Balance, January 31, 1993 $ 0 $17,820 
Net income 
5-for-4 stock split, September 17, 1993 4,150 
5-for-4 stock split, April 15, 1994 5,278 
Cash dividends, $.20 per common share 
Reissuance of treasury stock 
under employee stock incentive 
plans (790,104 common shares) 
Tax benefit from exercise of options 
Transfer to employee stock ownership 
plan (12,979 common shares) 
Balances, January 31, 1994 $ 60 $27,248 
Net income 
5-for-4 stock split, March 6, 1995 6,723 


Cash dividends, $.20 per common share 
Cash dividends, $.45 per preferred share 
Reissuance of treasury stock 

under employee stock incentive 

plans (1,296,797 common shares) 
Tax benefit from exercise of options 
Transfer to employee stock ownership 

plan (25,314 common shares) 
Issuance of preferred stock 

(1,715,742 preferred shares) 858 
Purchase of treasury stock 

(8,578,710 common shares) 


Balances, January 31, 1995 $ 858 $33,971 
Net income 
5-for-4 stock split, April 26, 1996 8,552 


Cash dividends, $.20 per common share 
Cash dividends, $.90 per preferred share 
Issuance of common stock under employee 
stock incentive plans (462,436 shares) 231 
Reissuance of treasury stock 
under employee stock incentive 
plans (747,853 common shares) 
Tax benefit from exercise of options 
Transfer to employee stock ownership 
pian (15,979 common shares) 8 


Balances, January 31, 1996 $ 858 $42,762 





Additional 
Paid-In 
Capital 

§ 57,246 


2,474 
5,796 


341 
$ 69,857 


6,702 
10,581 


514 


199,669 


$283,323 


4,435 
7,515 
7,932 


404 
$303,609 


The accompanying notes are an integral part of the consolidated financial statements. 
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Retained 
Rarnings 


$119,580 
48,557 
(4,150) 
(5,278) 
(7,544) 


$151,165 
73,634 
(6,723) 
(9,868) 
(772) 


$207,436 
87,818 
(8,552) 
(11,463) 
(1,930) 


$273,309 


Treasury 
Stock 


$ 4,881 


(1,306) 


(22) 
$ 3,553 


(2,205) 


(43) 


200,527 
$201,832 


(1,305) 


$200,527 





Cash flows 


CONSOLIDATED STATEMENTS OF CASH FLOWS 


For the years ended January 31, 1996, 1995 and 1994 
(Dollars in thousands) 

















1996 1995 1994 
Cash flows from operating activities: 
Net income $ 87,818 $ 73,634 $ 48,557 
Adjustments to reconcile net income to net 
cash provided by operating activities: 
Depreciation and amortization 25,245 17,263 11,729 
Deferred income taxes (593) (1,302) (2,072) 
Change in operating assets and liabilities: 
Merchandise inventories (132,251) (96,069) (43,199) 
Accounts payable (8,499) 30,637 17,013 
Accrued expenses 1,062 T3131 10,236 
Income taxes 9,547 6,773 (5,578) 
Other (98) (810) (490) 
Net cash (used in) provided by operating activities (17,769) 43,257 36,196 
Cash flows used in investing activities: 
Purchase of property and equipment (60,521) (65,777) (34,970) 
Cash flows from financing activities: 
Issuance of short-term borrowings 150,109 100,710 62,009 
Repayments of short-term borrowings (107,563) (88,971) (54,009) 
Repayments of long-term debt (1,394) (944) (1,300) 
Payment of cash dividends (13,393) (10,640) (7,544) 
Proceeds from exercise of stock options 13,486 8,907 3,780 
Tax benefit from stock option exercises 7,932 10,581 5,796 
Issuance of preferred stock 0 200,527 0 
Purchase of treasury stock 0 (200,527) 0 
Other 412 557 361 
Net cash provided by financing activities 49,589 20,200 9,093 
Net (decrease) increase in cash and 
cash equivalents (28,701) (2,320) 10,319 
Cash and cash equivalents, beginning of year 33,045 35,365 25,046 
Cash and cash equivalents, end of year $ 4,344 § 33,045 $ 35,365 
Supplemental cash flow information 
Cash paid during year for: 
Interest $ 7,745 2,760 1,980 
Income taxes § 36,854 $ 28,345 $ 31,542 


a 





The accompanying notes are an integral part of the consolidated financial statements. 















NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1, 


ACCOUNTING POLICIES: 


The Company sells general merchandise on a retail basis through company-owned stores (2,416 at January 31, 1996) 
located predominately in small towns in the midwestern and southeastern United States. The Company has 
distribution centers in Scottsville, Kentucky; Homerville, Georgia and Ardmore, Oklahoma. 


a 


Basis of presentation — The following notes contain references to years 1996, 1995 and 1994 which represent fiscal 
years ended January 31, 1996, January 31, 1995, and January 31, 1994. The consolidated financial statements 
include all subsidiaries. Intercompany transactions have been eliminated. 


Cash and cash equivalents — Cash and cash equivalents include highly liquid investments with an original 
maturity of three months or less. 


Inventories — Inventories are stated at cost using the retail last-in, first-out (LIFO) method which is not in excess 
of market. The excess of current cost over LIFO cost was $20.6 million, $22.2 million and $27.0 million at January 
31, 1996, 1995 and 1994, respectively. The LIFO reserves decreased by $1.6 million in 1996, $4.8 million in 1995 and 
$1.3 million in 1994. 


Preopening costs — Preopening costs for new stores are expensed as incurred. 


Property and equipment — Property and equipment are recorded at cost. The Company provides for 
depreciation of buildings and equipment on a straight line basis over the following estimated useful lives: 
buildings, 25 to 39 years; furniture, fixtures and equipment, 5 to 10 years. Depreciation expense was $25.1 million, 
$17.1 million and $11.6 million in 1996, 1995 and 1994, respectively. 


Insurance claims provisions — The Company retains a portion of the risk for its workers’ compensation, 
employee health insurance, general liability, property, and automobile coverages. Accordingly, provisions are 
made for the Company’s actuarially determined estimates of future claim costs for such risks. To the extent that 
subsequent claim costs vary from those estimates, current earnings are charged or credited. 


Net income per common and common equivalent share — Net income per common and common equivalent 
share is based on the weighted average number of shares of common stock outstanding during each year, after 
giving effect to the assumed exercise of all dilutive stock options using the treasury stock method and the 
treatment of convertible preferred stock shares as common stock equivalents. Net income per common and 
common equivalent shares is also presented in the accompanying consolidated statements of income on an 
adjusted basis, which gives retroactive effect to a five-for-four stock split declared March 25, 1996, for shareholders 
of record on April 10, 1996, and paid on April 26, 1996. 


Management estimates — The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported amounts 
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and 
the reported amounts of revenues and expenses during the reporting period. Actual results could differ from 
those estimates. 


CASH AND SHORT-TERM BORROWINGS: 


The cash management system provides for daily investment of available balances and the funding of outstanding 
checks when presented for payment. 
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Outstanding but unpresented checks totaling $45.2 million and $48.3 million at January 31, 1996 and 1995, 
respectively, have been included in accounts payable. Upon presentation for payment, they will be funded through 
available cash balances or the revolving credit/term loan agreement. 


The Company had lines of credit with banks totaling $135.0 million at January 31, 1996, and $95.0 million at January 
31,1995. The lines are subject to periodic review by the lending institutions which may increase or decrease the 
amounts available. There were borrowings outstanding under these lines of $7.1 million at January 31, 1996, and no 
borrowings at January 31, 1995. Additionally, the Company had a $205.0 million facility at January 31, 1996, and a 
$145.0 million facility at January 31, 1995, available for the issuance of letters of credit. At January 31, 1996 and 1995, 
the Company had outstanding letters of credit totaling $125.0 million and $111.0 million, respectively. 


The Company also has a $170.0 million revolving credit/term loan agreement which expires in June 1997. Before 
renegotiation in June 1995, $65.0 million was available under this facility. Borrowings under this facility were $65.0 
million and $29.6 million at January 31, 1996 and 1995, respectively. Interest rates on amounts borrowed under this 
agreement can float with the prime commercial lending rate or can be fixed not to exceed the New York certificate of 
deposit rate plus 0.375%, the Adjusted Eurodollar rate plus 0.25%, or the Banker’s Acceptance rate plus 0.45%, all for 
periods of up to six months. The weighted average interest rates were 6.2% and 6.9% at January 31, 1996 and 1995, 
respectively. 


3. ACCRUED EXPENSES: 
Accrued expenses consist of the following: 


(in thousands) 1996 1995 
Compensation and benefits $15,142 $20,560 
Taxes (other than taxes on income) 9,381 6,512 
Insurance 26,399 24,351] 
Other 11,177 9,614 
Total accrued expenses $62,099 $61,037 











4. INCOME TAXES: 
The provision for taxes consists of the following: 


(in thousands) 1996 1995 1994 
Currently payable: 

Federal $ 46,758 $40,349 $27 680 

State 7263 5,607 3,839 
Total currently payable 54,321 45,956 31,519 
Deferred: 

Federal (500) (1,103) (1,752) 


State (93) (199) (320) 
Total deferred (593) (1,302) (2,072) 
Total provision $ 53,728 $44,654 $29,447 











Deferred tax expense (credit) is recognized for the future tax consequences of temporary differences between the 
amounts reported in the Company’s financial statements and the tax basis of its assets and liabilities. Primary 
differences giving rise to the Company’s deferred tax assets and liabilities are as follows: 





1996 1995 
(in thousands) Assets Liabilities Assets Liabilities 
Inventories $ 1,237 Pk 77 
Property and equipment $2,993 $ 3,382 
Accrued insurance 10,752 10,125 
Other 0 483 
Total deferred taxes $11,989 $ 2,993 $11,785 $ 3,382 





Reconciliation of the federal statutory rate and the effective income tax rate follows: 














1996 1995 1994 

Federal statutory rate 35.0% 35.0% 35.0% 
State income taxes, net of federal 

income tax benefit 3.4 3.0 3.0 
Tax credits (0.2) — (0.7) (0.4) 
Other (0.2) 0.5 0.2 
Effective income tax rate 38.0% 37.8% 37.8% 
5. LONG-TERM DEBT: 
Long-term debt consists of the following: 
(in thousands) 1996 1995 
Industrial revenue bonds payable through 1998, 

6.6% in 1996 and 1995 $1,000 $1,500 
Mortgage note payable to Kentucky Development 

Finance Authority through 1998, 

6.4% (LIBOR plus 0.5%) in 1996 and 5.8% 

(LIBOR plus 0.5%) in 1995 3,111 3,889 
Other 703 819 

4,814 6,208 

Less current portion 1,536 1,441 
Net long-term debt $3,278 $4,767 





Certain loan agreements contain restrictive covenants which, among other things, require the Company to maintain 
minimum amounts of tangible net worth and working capital and restrict payment of dividends, repurchases of 
capital stock and additional borrowings. 


Approximate maturities on long-term obligations in the years ending January 31, 1997, through 2001 are (in 
millions): $1.5; $1.5; $0.8; $0.8 and $0.1. 
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6. COMMITMENTS: 

At January 31, 1996, the Company and certain subsidiaries were committed for retail store space in the following 
fiscal years under noncancelable operating lease agreements requiring minimum annual rental payments of (in 
millions): 1997, $48.6; 1998, $46.4; 1999, $36.5; 2000, $22.4; 2001, $9.9 and $2.9 in later fiscal years. Most leases 
included renewal options for periods ranging from two to five years, and provisions for contingent rentals based 
upon a percentage of defined sales volume. 


Rent expense under all operating store leases was as follows: 


(in thousands) 1996 1995 1994 
Minimum rentals $46,166 $35,318 $28,104 
Contingent rentals 9,891 8,391 6,247 
Total rentals $56,057 $43,709 $34,351 





7. EMPLOYEE BENEFITS: 

The Company has two noncontributory defined contribution retirement plans covering substantially all full-time 
employees. Expense for these plans was approximately $3.0 million, $3.5 million and $2.6 million in 1996, 1995 and 
1994, respectively. The Company funds all benefit-plan costs as accrued. 


8. CAPITAL STOCK: 
The authorized capital stock of the Company consists of common stock and preferred stock. 


On August 22, 1994, the Company exchanged 1,715,742 shares of Series A Convertible Junior Preferred Stock for the 
8,578,710 shares of Dollar General common stock owned by CTS, Inc., a personal holding company controlled by 
members of the Turner family, the founders of Dollar General. The Series A Convertible Junior Preferred Stock was 
authorized by the Board of Directors out of the authorized but unissued preferred stock approved by the Company’s 
shareholders in 1992. The exchange, negotiated and recommended by a special committee of the Company’s Board 
of Directors, came in response to a request from CTS, Inc. to consider a transaction to meet estate planning needs of 
the Turner family. The Series A Convertible Junior Preferred Stock is (i) convertible into common stock pursuant to 
the terms and conditions set forth in the Restated Articles of Incorporation and (ii) is voted with the common stock 
on all matters presented to the holders of common stock. The Series A Convertible Junior Preferred Stock is not 
convertible at the option of the holder until August 22, 1996; however, under certain circumstances the preferred 
stock may be converted into common stock prior to such date. In the three years following August 22, 1996, the 
conversion ratio increases from 90% of the initial exchange ratio of five shares of common stock for each share of 
Series A Convertible Junior Preferred Stock converted (adjusted for all intervening stock splits or adjustments) to 
100% of the initial exchange ratio (as adjusted). Additionally, the Series A Convertible Junior Preferred Stock is not 
transferrable by the holders thereof. 


9. STOCK OPTION PLANS: 

The Company has stock option plans under which options to purchase common stock may be granted to officers, 
directors and key employees. Plan activity (as adjusted for the April 26, 1996, five-for-four common stock split) is 
summarized as follows: 








Shares Under Plans Option Price Per Share 


Balance, January 31, 1993 5 667,856 $1.42 to $ 9.26 
Granted | 3,634,975 9.26 to 13.95 
Exercised (1,727,118) 1.90 to 8.11 
Canceled (299,152) 1.90 to 13.77 
Balance, January 31, 1994 7,276,561 $ 142 to $13.95 
Granted 2,177,006 13.04 to 20.00 
Exercised (2,221,839) 1.90 to 13.77 
Canceled (436,477) 452 to 16.32 
Balance, January 31, 1995 6,795,251 $ 1.42 to $20.00 
Granted 1,819,496 16.30 to 23.70 
Exercised (1,547,976) 1.90 to 16.48 
Canceled (121,139) 6.10 to 23.70 
Balance, January 31, 1996 6,945,632 $142 to $23.70 


At January 31, 1996 and 1995, options for 1,365,829 and 1,412,448 shares were exercisable. At January 31, 1996 and 
1995, shares available for granting of stock options under the Company’s stock option plans were 4,652,993 and 
1,136,186 shares, respectively. All unexercised options expire not later than the year 2006. 


10. QUARTERLY FINANCIAL DATA (UNAUDITED): 
The following is selected unaudited quarterly financial data for the fiscal years ended January 31, 1996 and 1995. 
Amounts are in thousands except per share data. 


Quarter First Second Third Fourth Year 
1996; 

Net Sales $343 392 $408,204 $437,218 $575,374 $1,764,188 
Gross Profit 96,281 113,945 128,365 165,028 503,619 
Net Income 11,576 17,691 20,008 38,543 87,818 
Net Income Per Share (a) 0.17 0.25 0.28 0.55 1.25 
Net Income Per Share (b) 0.13 0.20 0.23 0.44 1.00 
1995: 

Net Sales $287 ,086 $317,323 $359,430 $484,770 $1,448,609 
Gross Profit 79,980 87,708 105,579 147,412 420,679 
Net Income 9514 13,960 17,294 32,866 73,634 
Net Income Per Share (a) 0.14 0.20 0.25 0.47 1.07 
Net Income Per Share (b) O11: 0.16 0.20 0.38 0.85 


(a} Based on common and common equivalent shares before adjustment for April 26, 1996, five-for-four common 
stock split. 

(b} Based on common and common equivalent shares as adjusted to give retroactive effect to the April 26, 1996, 
five-for-four common stock split. 


Cost of goods sold was determined in the first, second and third quarters utilizing estimates of inventory shrinkage, 
inflation and markdowns. Cost of goods sold for the fourth quarter includes an adjustment of these estimates based 
upon actual results. Such adjustments decreased fourth quarter cost of goods sold by $1.4 million in 1996 and $1.4 
million in 1995. 


11. SUBSEQUENT EVENT: 


The Company's Board of Directors authorized on March 25, 1996, a five-for-four common stock split for 
shareholders of record on April 10, 1996, which was paid April 26, 1996. 
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Corporate information 


ABOUT THE COMPANY 

Dollar General Corporation operates (as of January 31, 1996) 2,416 general merchandise stores which feature quality 
merchandise at everyday low prices and serve low, middle and fixed-income families. All of the Company’s stores 
are located in the United States, predominantly in small towns in 24 midwestern and southeastern states. 


ANNUAL MEETING 

Dollar General Corporation’s annual meeting of stockholders is scheduled for 11 am. CDT on Monday, June 3, 1996, 
at the Company’s administrative offices in Scottsville, Kentucky. Shareholders of record as of April 15, 1996 are 
entitled to vote at the meeting, or may vote through proxy material provided. 


10-K REPORT/SALES INFORMATION 

A copy of Dollar General Corporation’s annual report filed with the Securities and Exchange Commission on 

Form 10-K is available to shareholders without charge. Requests should be directed to Dollar General Corporation, 
104 Woodmont Boulevard, Suite 500, Nashville, Tennessee 37205. For weekly sales information, call 615-783-2117. 


NYSE: DG 

The common stock of Dollar General Corporation is traded on the New York Stock Exchange, trading symbol “DG.” 
The stock is quoted as “DirGen” in stock table listings in newspapers. At April 1, 1996, the number of shareholders 
totaled approximately 3,300. 


EXECUTIVE OFFICES TRANSFER AGENT 

Dollar General Corporation Registrar and Transfer Company 

104 Woodmont Boulevard, Suite 500 10 Commerce Drive 

Nashville, Tennessee 37205 Cranford, New Jersey 07016 
615-783-2000 908-272-851] 

INDEPENDENT ACCOUNTANTS Inquiries regarding stock transfers, 
Coopers & Lybrand L.L.P. lost certificates or address changes 
Louisville, Kentucky should be directed to the above address. 


DIVIDENDS AND STOCK PRICES BY QUARTER 

The range of the high and low closing prices of the Company’s common stock for each quarter during the two most 
recent fiscal years as reported in 1996 on the New York Stock Exchange and as reported in 1995 on the Nasdaq 
National Market System, is shown in the table below. Prices have been restated to reflect a five-for-four common 
stock split distributed April 26, 1996, and have been rounded to the nearest one-eighth. All dividends, as adjusted, 
have been rounded to the nearest whole cent. On February 1, 1995, the Company’s common stock was listed and 
began trading on the New York Stock Exchange under the symbol “DG.” 


Fiscal Year 1996 First Second Third Fourth 
High $22 5/8 $27 $27 VA $93 3/8 
Low 18 17 V4 19 14 15 3/4 
Dividend as declared 05 05 05 05 
Dividend as adjusted .04 04 .04 04 
Fiscal Year 1995 First Second Third Fourth 
High $16 7/8 $17 5/8 $19 1/4 $20 3/4 
Low 12 3/4 13 1/4 13 17 1/4 
Dividend as declared 05 05 05 05 


Dividend as adjusted 03 03 .03 .03 





DIRECTORS 


Ps 





‘ae 





Back, left to right: Reginald D. Dickson,” Chairman, Buford, Dickson, Harper & Sparrow, Inc.; James L. Clayton,” 
Chairman and CEO-Clayton Homes, Inc.; John B. Holland,™” Retired President and COO-Fruit of the Loom, Inc.; 
Wallace N. Rasmussen, Retired Chairman-Beatrice Foods, Inc.; William S$. Wire, IZ,©” Retired Chairman-Genesco, 
Inc.; David M. Wilds,2) Partner-Nelson Capital Corporation. Front, left to right: Cal Turner, Jr., Chairman, President 
and CEO; Cal Turner, Founder; and Barbara M. Knuckles,” Director of Corporate and External Relations-North 


Central College. 


i) Audit Committee Member 


CORPORATE OFFICERS 
Cal Turner, Jr. 

Chairman, President 

and Chief Executive Officer 


Bob Carpenter 
Vice President 
Chief Administrative Officer 


Walter Carter 
Vice President 
Distribution and MIS 
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(2) Executive Compensation Committee Member 


Mike Ennis 
Vice President 
Merchandising Operations 


Troy Fellers 
Vice President 
Distribution 


Tom Hartshorn 
Vice President 
Merchandising Operations 


Ron Humphrys 
Vice President 
Operations Support 


( Committee Chairman 


Holger Jensen 
Vice President 
Management Information Services 


Stonie O’Briant 
Vice President 
Merchandising 


Leigh Stelmach 
Executive Vice President 
Operations 


| 





| Market are 


Numbers indicate total stores per state as of January 31, 1996. 
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Distribution Center 
Scottsville, Kentucky 


Ww Distribution Center 


Homerville, Georgia 


pie Distribution Center 


Ardmore, Oklahoma 


ie Distribution Center (future site) 
South Boston, Virginia 


Total number of stores = 2,416 
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